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.To Members of the Joint Committee on the Economic Report 


Transmitted herewith is a Staff memorandum on The Economic Out- 
look as of July 5, 1952. It seems advisable that all members of the 
Joint Economic Committee and other members of the Congress should have 
the benefit of an objective review of the economic facts as contained 
in this memorandum, 


Members of the Committee will recall that in our annual report 
of March 12, 1952, this Committee pointed out that to preserve the pay- 
as-we-go policy it would be necessary to reduce both appropriations and 
expenditures, We recommended that every appropriation bill should be 
rigorously scrutinized and that reductions should be made wherever pos- 
sible, including appropriations for the military. 


This report shows that from the $81 billion of new cbligational 
authority requested by the President for fiscal year 1953 the Congress 
has reduced appropriations by nearly $10 billion. It will be observed also 
that as against an administrative budget surplus of $3.5 billion and a 
cash budget surplus of $7.6 billion in fiscal 1951, the fiscal year 1952 
ended with an administrative budget deficit of $4 billion and a cash sur- 
plus of $100 million. This is a much better showing than was anticipated 
earlier, but it is due largely to the lag in military expenditures, War 
equipment and material has been produced and delivered at a lower rate 
than anticipated at the beginning of this session, It is likely that 
there will be a similar lag in fiscal 1953. 


The Staff now estimates a total of $71.3 billion expenditures 
for major defense and war-connected items in fiscal 1953 as compared 
with actual expenditures of $57.4 billion in fiscal 1952, Expenditures 
for the normal civilian functions of Government are estimated to amount 
to $8.7 billion for fiscal 1953, which is the same as for fiscal 1952. 
Expenditures for these functions in 1951, before a $0.7 billion adjust- 
ment to the Daily Treasury Statement basis, was approximately $8 billion. 
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Public attention should be called to the fact that military 
appropriations this year, as in previous years, far exceed the amount 
which can be expended during the fiscal year. This is because the 
Defense Appropriation bills provide funds to cover the entire esti- 
mated cost of military items like aircraft and naval vessels which 
cannot possibly be built within 12 months, The result, therefore, 
is that the public gets the impression of a huge cash appropriation 
which can te expended at will by the Defense Department during the 
fiscal year. The fact is, however, that appropriations for such 
items constitute merely an authority to draw upon the Treasury when 
the time for delivery arrives, even though this may be two or three 
years in the future. An analysis of the $46.6 billion Defense 
Department Appropriation bill for fiscal year 1953 shows only $20 
billion which it is estimated will be expended in fiscal 1953. The 
remaining $26.6 billion will not be expended until the complex 
military weapons which are authorized to be constructed are ready for 
delivery. 


Military equipment, the construction of which was authorized 
in previous years, will be delivered during fiscal year 1953 and 
paid/sut of funds appropriated in previous years. This is estimated 
to amount to $29.0 billion. Adding this sum to the $20 billion for 
current expenditures, it becomes clear that expenditures for the 
military functions of the Defense Department will not exceed $49.0 
billion during the fiscal year 1953. 


Joseph G~ O'Mahoney 
Ahairman 
Joint Committee on the Economic Report 
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MEMORANDUM 

TO: Senator O'Mahoney, Chairman, Joint Committee on 
the Economic Report 

From: Grover W. Ensley, Staff Director 


Subject: The Economic Outlook as of July 5, 1952 


The Committee Staff has just completed an over-all 
review of the economic outlook for the next twelve months in 
light of Congressional action during the session just endling, 
and general trends in the economy as a whole. We have set 
forth in the attached memorandum high points of this review. 








THE ECONOMIC OUTLOOK 


Summary 


Most economists confirm our exmectations of continued sti bility or 
a moderate rise in production, employment, income, and prices for the re- 
mainder of calendar 1952 and the first half of 1953, findings which are 
Little changed from our earlier analyses. i/ 


This appraisal of the outlook assumes that the international situa- 
tion will not worsen; that the presert Federcl tax program will not be 
altered; that the recently e:rtended Defense Production Act will permit 
stabilization authorities to prevent rapid rises in rents and temper any 
speculative surge in prices which might develop; amd that the military 
build-up will be carried out es planned, allowing for Congressional reduc- 
tions of appropriations for fiscal 1953 and for inherent lags in programs. 


An early settLement of the steel strike is also asswned. During this 
strike inventories are being depleted. If the strike is prolonged, it might 
be followed by rapid inventory rebuilding, higher levels of steel onerations 
than otherwise would heve been likely, ond perhaps some price increases be- 
yond present expects tions. 


It should be understood that uncer present circumstances econoniic 
indicators are not sufficiently precise, consistent, or complete to enable 
analysts to identify and mecsure the conflicting tides in the economy, es- 
pecieliy when changes of presently simell magnitude may be creating condi- 
tions that could later lecd to large changes in unknown directions. 


Although most economists confirm our expectations of continued sta- 
bility or a moderate rise in economic activity throush the first half of 
calendar 1953, nonetheless most present projections for the last half of 
calendar 1953 point to gredueliy declining levels of production, employ- 
ment, incomes, ard prices. These pessimistic longer-run views generelly 
assume: (1) that private investment will be falling; and (2) that Federal 
expenditures for national security will be steble or falling. Many analysts 
expect this general economic decline to contimue until late 1954 or the 


1/ As set forth in National Defense and the F ; ; 

Fiscal Year 1953, Staff Matericls ineluded in Senate Report No. 1295, 
S2nd Congress, 2nd Session, transmitted February 20, 1952; and in "The 
Economic Outlook," April 1, 1952 (mimeo.). 




















middle of 1955. The Staff at this time has not presented an analysis of the 
outlook beyond the middle of calendar 1953 for two reusons: (1) it is not 
yet convinced that the above two assumptions underlying the pessimism as to 
this longer-run outlook are justified; amd (2) it is engaged in a study of 
long-term economic adjustments which it expects to complete later in the 
year. This study will attempt to provide materials on the needs and oppor- 
tunities available in the economy once the present defense build-up goals 
are reached. 


The present outlook may be summazized as follows: 


(1) For fiscal 1952 the cash budget, including accumulations in trust 
accounts, showed a surplus of $100 million. An adninistrative deficit of 
$4.0 billion during fiseal 1952 resulted from expenditures of (366.1 billion, 
and receipts of $62.1 billion. In fiscal 1953 most of the analysts expect 
a cash deficit of about $6 billion. The administrative budget deficit is 
expected to be about 4.0 billion larger then the cash deficit, or about 
$10 billion. (See later discussion and attached table.) 


(2) The inflationary impact of this deficit will cevend prinarily 
upon the method of financing and the volume of new sevings. If the funds 
to meet the deficit are rcised by placing securities firnly with real savers, 
there will be less inflationary potential tian if, either directly or in- 
directly, new Treasury funds are secured through increased bank or Federal 
Reserve holdings of Govermment securities. The trend seems to indicete a 
continued increase in bank or Federal Reserve holdings of Goverment securi- 
ties. 














(3) Gross national product, now running at an anmel rute of about 
2345 billion, is expected to increase br slightly over 4 per cent, to about 
$360 billion in present prices, by the second quarter of 1953. Total em- 
ployment is expected to rise moderately, but with seasonal fluctuctions, 
through the first half of calender 1953, holding unemployment to between 
1.6 million and slightly over 2 million. 














(4) The latest surveys indicate ea continuance of vrivate investment 
both in residential construction and business plant and ecuipment through 
he remsinder of this calendar yeer at levels higher then previously ex- 

pected. Many enalysts foresee the possibility of a decline in calendar 
1953 as some of the major defense projects are completed. ilo substantial 
investment in additional inventories is expected. 













(5) On the basis of economic trends ond public and private decisions 
summarised above, it now appecrs that prices will rise moderately during the 
next 12 months. Wholesale prices seem to be recching a level of stability 

and many expect them to rise somewhat with the exception of farm and food 
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prices which are expected to become fairly stable. At the consumer level, the 
rising trend of rents end services is lixely to continue. It is generally 
expected that both clothing and consumer durebies wiil show siight increases. 
Berring any substantial ch:nge in present crop expectations, food prices at 
the retail level are expected to remain stable on the averege with some rises 
or ceclines of individual items. These changes are expected *o lead to moder- 
ete rises in the consuaers' price index ranging from 1 to 3 ver cent. 


In Staff materials submitted to the Committee last February three possi- 
bilities for maintaining price stability during fiscal 1953 were suggested: 
(1) an increase in taxes, (2) a reduction in the $85 billion Federal oudget, 
and (3) a high rate of personal savings. Government expenditures have been 
reduced to an estimated $89 billion. This analysis suggests, however, that 
personal savings will be lower and private investment wil? be higher than 
assumed last February. This accounts for present expectations of moderate 
inflationary pressures during this fisa.1 year, 


Federal Exnerd: tures and Receints 


In fiscal 1952 just endec, administrative budget expenditures ap»yroxi- 
mated 366.1 billion and receipts {62.1 billion, resulting in an administra- 
tive budget deficit of $4.0 billion, but 2 cash surplus of (100 million when 
trust funds cre included. 


For fiscal 1953 most enalysts now expect expenditures to fall below 
the (385.4 billion estimated in the President's Janusry budget for two rea- 
sons: (1) Corgress has reduced obligutional suthority nearly 10 billion from 
the Sl billion recuested by the President, which is estimated to result 
in a reduction in expendituves of about {3 billion in fise:1 1953, 1/ and 
(2) inherent lags in the execution of the national security progrems could 
account for another ‘:2 billion. Therefore, administretive budget expendi- 
tures are now estimated at cbout 360 billion, while estimetes of receipts 
have been reduced to $70 billion. 2/ This would mean an administr: tive 





1/ Preliminary estimates iucde by the Staff, Joint Economic Committee, prior 
to final approval of appropriations. These totals are 
not directly comparable to the 4.3 billion of new obligational authority 
estinated in the President's January budget due to: (a) omission from the 
$61 billion of permanent appropriations and unenacted promosed legislation; 
(b) inclusion of sums to liguidste prior contract authorizations not included 
in the President's estimate; and (c) inclusion of an expunded atomic energy 
program submitted subseauent to the Januery tudget. 


2/ The Staff, Joint Committee on Tnternal Revenue Taxation, estimated budget 
receipts for fiscal 1953 at {65.3 billion in May 1952. The President's Jan- 
uary Budget estimate wes $71 billion. The 70 billion figure is the estimate 
of the Staff of the Joint Economic Committee. 
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deficit of about [10 billion.’ The corresponding cash deficit is expected 
to be $6.0 billion in fiscal 2953 as compared to a cash deficit of ‘10 
billion anticipated in the President's Jameary Budget Message. (See 
attached table). 


Although there seems to be widespread support for these estinates 
among fiscal analysis, nonetheless the Staff wishes to ecnution that pro- 
grams are flexible and unexpendec appropriations and contract authority will 
amount to over \150 billion, so that expenditures in fiscal 1953 could ap- 
proach or exceed the President's January estimate of 185.4 billion. This 
expenditure level could result from a greater acceleration in executing the 
defense build-up program than presently seems likely. 





lionetary and Debt Management Developments 


For some months it has been conceded that the expanding military se- 
curity program and the accompanying deficit would require the Treasury +o 
raise sizable amounts of "new .oney." In the & weeks following early April, 
the Treasury increased the anount of the weekly 91-Day Treasury Bill offer- 
ings by {3200 million over tine maturing issues, obteining thereby ‘(31.6 billion 
in new funds. 


During the past few weeks the Treasury has, in addition, made two 
offerings, the combined effect of which was to provide about $4.7 billion 
of "new money." The first of these two issues reised only $320 millicn. 
Concern over tne coolness with which this offering was received was offset, 
however, by the over-subscription of a@ second new issue made iwo weeks later. 











The earlier issue, announced on May 29, was for 2-3/4 per cent non- 
marketable convertible bonds due 19380 but calicble beginning in 1975. The 
issue failed to receive the hoped-for public response. Two weeks later, the 
Treasury amnounced a plan to borrow {$33.5 billion cr more through an issue of 
unrestricted bonds of intermediate term. Several days later, after the mar- 
ket had adjusted itself to the imminence of the new issue, the final terms 
were filled in and an offering made of 2-3/8 per cent bonds due June 16, 1958. 
Subseriptions totaling 54,249 million were accepted payable July 1; private 
investors, receiving the full amounts of their sutscriptions, accounted for 
3.6 billion, while $507 million was alloc: ted to commercial banks. 












It appears that deficit financing for the remainder of the calendar 
year may be met by tax anticipation bills of some ‘4.0 billion. 






The general credit situation in recent months has been relatively stable. 
While commercial, industrial, end agriculture] loans are about “1.4 billion 








above a year ago, they have declined by neerly $1.0 billion since Jan- 
uary, in part as a consecuence of seasonal movements. Pank reserves 

are almost unchanged as a resuit of no substantial change in Federal Re- 
serve bank holdings of Government securities from a year ago and of an 
inflow of gold in the amount of (1.6 billion cbout offset by the increase 
of money in circuletion of {1.2 billion. 


Perhaps the most disturbing feature from the iong-rur monetary stand- 
point has been the increase of $1.7 billion in Government holdings by 
weekly reporting iwember banks. ‘hile the ellotwent of (}507 million of the 
recent issues to commercial banks seems smell in relation to the auount 
placed with private investors, the versistent drift toward comierciel banks' 
holding of the debt is unfortunate from the standvoint of economic stabili- 
zation. 


Accompanying these changes in the generel crecit situation, *he 
National Committee acted to suspend operations of the Voluntary Credit Re- 
straint Program. The Federal Reserve System has suspended selective con- 
trols under Neguletion W¥, and modified those under Reculation X. While 
these changes represent evidence of desirable flexibility in monetary con- 
trols, the wisdom of these moves at this time mst be weighed in the light 
of the prospective budget deficit in the fisecl year just beginning. The 
Congress has since denied to the Federcl Reserve power to regulate consumer 
crecit and has further greatly liaited its control over real estate credit. 


Outovt e nloyment 


Gross ne.tionel »roduct, now running at an annual rate of about $345 
billion, seems likely to incre:se by slightly over 4 per cent to {360 billion 
in present prices by the second quarter of calendar 1953. This would mean 


an average of about {355 billior for the fiscal year 1953. 


The latest data indicate total civilian employment for the first six 
months in calendar 1962 to be 60.4 million and unemployment about 1.9 million. 
The generel consensus seems to be that uneuployment will continue to range 
between about 1.6 million and slightly over 2 million during the next 12 
months, fluctuating with the seasons. 


Private Investment 


In fiscal year 1952 private investment (including net foreign invest- 
ment) was higher than had generally been planned earlier by business. This, 
together with a rise in consumer expenditures, just about offset the lag in 
government purchases of goods and services, which rose rapidly but not by 
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as much as implied in official budget estinuetes. Thus, materials not needed 
to produce military goods, because of this lag in national security programs 
below plenned levels, were available to the private economy. 


The latest surveys of business pluns for expenditures in plant and 
ecuipment made jointly by the Department of Commerce and the Securities ard 
Exchange Commission indicate a continued rise through the third cuarter at 
a higher rate than was planned for by business at the beginning of this 
year. Therefore, business expenditures for plant and equipment may exceed 
the figure of $24.1 billion previously planned for the full calend-r year 
1952 and the ::23.3 billion spent in c: lender 1951. The current rise in 
capital outlays is attributable primerily to electric pover, petrolem, 
chemicals and ruober. For exemple, after allowance for seesonal factors, 
scheduled third cuarter 1962 capital outlays by private electric power con- 
panies are more than 25 per cent above the fourth quarter of calender 1951. 


Recent relaxation of restrictions on building matericls and of credit 
controls may contribute to the continued high level of investment in both 
residential and non-residentiel construction through this calender yorr and 
into early 1953. The general opinion seems to be that there will be one 
million or more housing starts this year, anc another one million in calendar 
1953. These enticipations in combination with expected net foreign invest- 
ment and stable inventories would result in private wmsiness spendine of per- 
haps $50 billion compared with the {47.6 billior assumed for fisez] 1953 in 
earlier Staff materials. 


Consumer Incomes, Iupenditures, ang Savings. 


During calender 1951 consumer incomes were rising while expenditures, 
after rising rapidly in iate 1950, begen to stebilize, with the result that 
personal sevings for celendar yeer 1961 eppro:imated almost 8 per cent of 
disposable personal income. The savings rate epnarently reached a high 
point of about 9 per cent of income in the third cuaiter of calendar 1951. 
Since then versonal income has been vising more slowly; increases in employ- 
ment and wage rates have also slowed; and selling prices have stabilized 
while production costs have risen. On the other hand, consumer expenditures 
(especially textiles and appliances) have begun to rise, with the result that 
the rate of personel savings fell to below 5 per cent of disposable personal 
income in the first cuarter of calencor 1952, and is believed to have fallen 


slightly in the second quarter. ; 


During fiscal year 1953 it is generally expected that wage rates will 
rise only moderately; and employment will rise sufficiently to hold unemploy- 
ment to about present levels, allowing for sessonal fluctuations. Personal 
income, therefore, should rise. Increases in consumer expenditures are also 
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expected es inventories in the hends of consumers cccuwnuleted in 1950-1951 
are worked off. During most of 1951 consumer expenditures did not increase 
in line with disposable personel income and a return towrrd the post-wer 
relation between conswner incomes and expenditures seems probeble. ‘This 
could mean that the ratio of consumer savings to incomes will tend toward 
the average of high employment yexrs, perhcps to 6 or 6.5 percent of dis- 
posable personal income. 


Wages 


Wage rates heve continued tc rise mocerctely in recent months as anti- 
cipated, although everage weekly earnings have been adversely affected by 
shorter hours and lay-offs due to strikes. Settlenent in the steel industry 
probably will not set a pattern for increcses of similar size for irdustry 
in general, citnovgh further rises in wage retes can be expected in a tight 
labor arket. 


In the Steff's review of the economic outlook, deted April. 1, 1962, it 
was stated: 


"The consensus seeus to be thet the decline in the wholesale 
price index may be nearing an end end thet « mildly rising 
trend should appecr in the last half of the yeer." 


after further observation and consultation with other economists, the 
Staff sees no reason at the present to change this view. It should be noted, 
however, thet amy rise in wholesele prices is generally expected to be of the 
order of 1 to 3 per cent on the average. However, farm cand food prices, at 
the wholesele level, are generally exnected to show but slight movements, with 
some rises and some declines. Any aprreciable movement in farm and food 
prices, aside from seasoncl variations, would originate principelly from a 
sharp increase or decreese in the volume of farm marxetings from whet now 
seems likely. The picture may be a little claarer after the July 10 crop 


report. 


The consumers' orice index showed a decline from the peal in January 1952 
for a month or two, but has since returned near the peak. The “index stood at 
159.0 (1935-29 = 100) in May 1952 compared to 189.1 in Jamery. There are 
reasons for expecting a further rise to a new all-time peak during the next 
six to twelve months. This incresse would be in the order of perhaps 1 to 
3 per cent. This could result from: (1) the continuation of the rising trend 
of the last few yeers in rents and services; (2) a recovery in clothing and 
apperel prices after recent declines which now seem to have reached their lows; 
(3) a slight rise in consumer durables from the recent lows; and (4) general 
average stebility in food nrices, with some rises and some declines, unless 
there are substantiel changes in present crop cxpectetions. 





Cori of e eipt Expenditures 


— 


tes al Yeu: 


(Billions of dollars) 








Classification 1951 1952)/ 1953 
i t j zet 
Direct taxes on individuals S2he1 930.1 "933 20 
Direct taxes on corporations lich 21.6 26.5 
Excise taxes 8.7 9.0 9.6 
Employment taxes (net) 0.8 1.3 ia 
Customs 0.6 0.6 0.6 
Miscelleneous receipts 1.6 1.8 1.7 
Less: Refunds: —2.1 -2.3 2.5 
Totel administrative budget receipts ed, 62.1 70.0 
Expenditures 
Major defense: 
Military functions, Dept. of Defense 19.8 38.7 ) 
International security do’ 5.0 ) 61.0 
Atomic energy 0.9 1.6 ) - 
Other 1.0 3) 


Major war-connected: 


Interest 5.6 5.9 6.2 
VYeterans' services and benefits 5.3 £9 4a) 

Total defense and wer-connected 37.3 Wa: ° Tes 

£ 2 

Normal civilian functions 7.3 8.7 §.7 
Total administrative budget expenditures .6 66.1 80.0 
Administrative budget: Surplus £325 -- -- 
Deficit -- ~4,.0 -10.0 


4/ 
Consolidated Cash Budget Sumnary 


Cash receipts from the public 53.4 68.0 75.8 

Cash payments to the public 5.8 67.9 81.8 

Cash >udgets Surplus #7.6 40.1 -- 
Deficit a+ -= ~6.0 


Footnotes on following page. 











1/ Functional classific:tions of Daily Trensury Statement dota, by the 
Staff, Joint Economic Committee 


2/ Estimated by the Staff, Joint Economic Committee. “Dased upon Con- 
gressional action on aporopriations and inherent legs in defense progrcms 
as presently apparent. Note coution in tert th t expenditures could be 
larger than suggested in this table. 


3/ mounts to $8.0 billion less {0.7 billion adjustment to Deily Treesury 
Statement besis. Adjustments to be mede for fiscel 1952 and 1953 not yet 
known. 


4/ Fiscal 1952 and 1953 estimeted by the Steff, Joint Economic Comuittee. 


5/ Obviously it is iupossible to segreg: te all wer and defense oxpendi- 
tures so that some suall items relsting to defense may ve in this category. 


SOURCE: Staff, Joint Comittee on the Zconomic Neport, bused on the 
resident's Jonuary 1952 rudget and the Daily Tre:sury St: tements. 








